Capability presence in the newly internationalizing firm by Weerawardena, Jay et al.
This is the author’s version of a work that was submitted/accepted for pub-
lication in the following source:
Weerawardena, Jay, Sullivan Mort, Gillian, Liesch, Peter, Knight, Gary, &
Salunke, Sandeep (2012) Capability presence in the newly internationaliz-
ing firm. In Feinberg, Susan & Kiyak, Tunga (Eds.) Rethinking the Roles
of Business, Government and NGOs in the Global Economy, Academy of
International Business, Washington DC, p. 232.
This file was downloaded from: http://eprints.qut.edu.au/68034/
Notice: Changes introduced as a result of publishing processes such as
copy-editing and formatting may not be reflected in this document. For a
definitive version of this work, please refer to the published source:
 1 
 
AIB 2012 Washington DC 
 
Capability presence in the newly internationalizing firm 
 
 
Jay Weerawardena* 
UQ Business School 
The University of Queensland 
St. Lucia, 4072, Australia  
Ph +617 3365 6674 
Fax +617 3365 6988 
Email: j.weerawardena@uq.edu.au 
 
 
Gillian Sullivan Mort 
School of Management  
Faculty of Law and Management,   
La Trobe University,  
Melbourne, 3086, Australia 
 Email: g.sullivan-mort@latrobe.edu.au 
 
 
Peter Liesch* 
UQ Business School 
The University of Queensland 
St.  Lucia, 4072, Australia 
E-mail: p.liesch@ uq.edu.au 
 
Gary Knight 
College of Business 
Florida State University 
Tallahassee, FL 32306-1110, USA 
Email: gknight@garnet.acns.fsu.edu 
 
 
Sandeep Salunke  
Australian Centre for Entrepreneurship Research  
Queensland University of Technology, Australia 4001 
Ph: +61-7-3138 9941; Fax: + 61-7-3138 5250 
Email: sandeep.salunke@qut.edu.au 
 
 
 
 
* Author for correspondence 
 
 
 
 
 
 
 2 
 
 
Capability presence in the newly internationalizing firm 
ABSTRACT  
 
We investigate the enablers of early internationalization of the firm.   We posit that for firms 
to internationalize early in their lifecycles, sets of capabilities must be present at the firm’s 
formative stage and that these capabilities build upon routines that the founders bring into the 
new firm.  These capabilities are aligned to establish a platform for internationalization 
unencumbered by the administrative heritage often observed in well-established firms.  We 
model this phenomenon, testing it in a cross-national setting of early internationalizing firms 
in Australia and the United States.  To do so, we draw upon a dynamic capabilities framing, 
conceptualizing and measuring the dynamic capabilities that founders apply in their early 
internationalization activities. 
 
Keywords: early internationalization, dynamic capabilities, innovation, learning, networks, 
marketing. 
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INTRODUCTION 
 
Internationalization is risky and costly for any firm, but it is particularly so for young firms 
because they have limited resources to apply to internationalization activities.   Recognized as 
a liability of newness (Stinchcombe, 1965; Freeman, Carroll & Hannan, 1983; Mudambi & 
Zahra, 2007; Zhou, Barnes & Lu, 2010), the costs, risks and uncertainties present in the 
nascent firm as an absence of external legitimacy with stakeholders and the market.  In 
addition, they present internally as the challenges of establishing and coordinating a full suite 
of operational business functions constrained by resources paucity (Singh, Tucker & House, 
1986).  This liability of newness is compounded by the uncertainties of operating away from 
home markets, the liability of foreignness (Hymer, 1976; see also discussion on Phelps (1936) 
in Buckley, 2011).  However, the liabilities of newness and of foreignness may be less 
constraining if the founders have prior international experience.  In addition, mitigating, at 
least partially, the liabilities of newness and foreignness, the nascent firm may have a learning 
advantage of newness (Autio, Sapienza & Almeida, 2000) that enables it to build new 
routines (Zhou, Barnes &  Lu, 2010) unencumbered by administrative heritages (Bartlett & 
Ghoshal, 1998) often experienced in well-established firms.    
A new firm does not normally possess the experience, knowledge and other 
capabilities necessary for successful entry and operations in markets overseas as it has a 
limited capacity to acclimatize to the uncertainties and to accommodate the risks of 
internationalization (Liesch, Welch & Buckley, 2011).  The early internationalizing firm, 
however, possesses a precocity for internationalization that may be imported through its 
founders (Zucchella, Palamara & Denicolai, 2007).  This precocity for internationalization is 
likely to be based on an assortment of routines that are carried by the founders from their 
prior enterprise activities to form the foundations of a set of capabilities (Knight & Kim, 
2009) within the nascent firm.  These capabilities enable the founders to engage in the 
preconditions for internationalization.  
A precocity for internationalization, alongside a possible learning advantage of 
newness, might manifest as firm-specific advantages (FSAs) (Hymer, 1976; Dunning, 1980, 
1988; Rugman & Verbeke, 1992; Aharoni, 1993) that enable the new firm to reach a 
threshold of internationalization readiness (Knight & Liesch, 2002; Tan, Brewer & Liesch, 
2007). The new firm is under pressure to establish legitimacy through their market entry 
decisions (Fan & Phan, 2007) as their resources paucity constrains extended periods of 
experiential learning.  Although the liability of foreignness remains, once the hurdle to 
internationalization (Liesch & Knight, 1999) is broached, international involvement - 
internationalization - commences.  The relationship between attributes brought into the 
nascent firm through its founders, and the founders’ abilities to establish a set of capabilities 
that present as FSAs to be harnessed to produce early internationalization remain under-
explained.  We address the research question: What capabilities in the nascent firm enable 
early internationalization and how do these capabilities relate to each other? 
We identify a set of capabilities for early internationalization and the interplay among 
these capabilities, contributing to the call for a unified model of the early internationalization 
of the firm (Rialp, Rialp & Knight, 2005). To do so, we observe that the presence of dynamic 
capabilities proposed to explain heterogeneous firm performance (Teece, Pisano & Shuen, 
1997; Eisenhardt & Martin, 2000; Helfat, 2007, Zahra et al., 2006; Cepeda & Vera, 2007) 
provides a sound theoretical foundation for our enquiry.  Through the framing and estimation 
of a model of early internationalization, we contribute to international business theory by 
identifying and examining the presence of dynamic capabilities and their role in early 
internationalization of the new firm.  Further, by testing our model in a cross-national setting 
of Australian and US early internationalizing firms we examine whether the size of the 
domestic market differentiates early internationalizing firms. The early internationalization 
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literature suggests that nations with small domestic markets tend to have a greater presence of 
early internationalizing firms than those with large markets (Andersson & Wictor, 2003; Fan 
& Phan, 2007). We contribute to the dynamic capability literature which calls for empirical 
support by conceptualizing and measuring dynamic capabilities that are instrumental in the 
early internationalization of new ventures. While the dynamic capability approach has been 
applied primarily in a large firm context, calls have been made for its application to start-up 
firms (e.g., Zahra, Sapienza & Davidson, 2006).   
This paper is presented as follows.  First, we introduce the presence of capabilities 
within the early internationalizing firm using a dynamic capabilities framework.   Second, we 
present our model and its conceptualization, and frame hypothesized relationships.  Third, the 
research method adopted for the study is discussed. Fourth, the empirical findings are 
presented. The paper concludes with a discussion of the results with implications for theory 
and practice, directions for future research and concluding comments.  
 
CAPABILITY PRESENCE WITHIN THE FIRM 
 
We propose that early internationalization, a strategy purposively orchestrated by 
management within the firm, is contingent upon the presence of a set of dynamic capabilities 
established from routines conveyed by founders who bring access to resources and the 
managerial acumen to configure these resources for deployment.  As do Eisenhardt and 
Martin (2000: 1107), we conceive dynamic capabilities to be “the organizational and strategic 
routines by which firms achieve new resource configurations as markets emerge, collide, split 
evolve and die”.  Dynamic capabilities are built around processes that are knowledge-based 
and that are instrumental in knowledge creation and acquisition, knowledge integration and 
knowledge configuration (Vicari & Verona, 2001). The dynamic capabilities on which FSAs 
are founded do not merely accrue to the firm from a good fit with industry or environmental 
requirements, but are developed consciously and systematically by the willful choices and 
actions of the firm’s founders (Lado, Boyd & Wright, 1992; Grant, 1991; Teece et al., 1997).   
There is emerging consensus on several key theoretical propositions.  Although the 
early contributors to this literature argue that dynamic capabilities lead to competitive 
advantage (Teece, Pisano & Shuen, 1997; Griffith & Harvey, 2001; Lee, Lee & Rho, 2002), 
this has not been substantiated empirically as a direct relationship.  Eisenhardt and Martin 
(2000: 1118) distance themselves from this view arguing that “long-term competitive 
advantage lies in resource configurations and not dynamic capabilities”.  Whilst this debate is 
unresolved, there is growing consensus that the primary task of dynamic capabilities in the 
strategy process is to transform the firm’s knowledge resources and operational routines and 
that the output of dynamic capabilities is a new configuration of resources and operational 
routines (Cepeda & Vera, 2007).   
 The resources and operational routines within a firm for operational and strategic 
effectiveness need to be periodically transformed to meet changing market conditions 
(Sirmon et al., 2007; Drnevich & Kriauciunas, 2011). The dynamic capabilities required for 
this transformation can be present within an established firm through routines and adaptations 
to these routines in response to changing context, and more learned acclimatization to 
uncertainties and accommodation of risks, but the newly formed firm does not have this 
organizational history.  The founders bring with them an assortment of knowledge-based and 
operational routines that have been developed in prior activities. These routines, which form 
the congenital knowledge of the firm (Huber, 1991) can be deployed to build and transform 
resources to create knowledge intensive products and the organizational processes that 
facilitate early internationalization.   
In this study, we adopt the typology “build, integrate and reconfigure” (Teece, Pisano 
& Shuen, 1997) as these terms capture the stages of transition from initial acquisition – 
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‘build’ - through a creation stage, to a stage enabling reinforcement of routines – ‘integrate’ - 
and on to finally an adaptation stage –‘reconfigure’.  Whether these routines evolve in a 
sequential manner is neither implicit in these typologies nor is there empirical evidence 
reported that a definitive sequence prevails. 
 The dynamic capability literature has evolved primarily within the context of large, 
established firms. Internationalizing start-ups are different from large established firms in that 
they create, define, discover and exploit entrepreneurial opportunities rapidly as they are low 
on resources, operate in highly dynamic environment, and lack legitimacy (Zahra et al., 2006; 
Van De Ven & Polley, 1992; Churchill & Lewis, 1983), needing to attract revenue streams 
early to sustain the furthered development of the enterprise.  They don’t have a capital base on 
which to draw for this furthered development.    
 
HYPOTHESIS DEVELOPMENT 
Our conceptual model is premised on the knowledge-based approaches to internationalization.  
The long-standing Uppsala internationalization process model (Johanson & Vahlne, 1977) 
assigns a prominent role to knowledge, particularly experiential market knowledge and its 
acquisition, as the instrument for risk reduction in the firm internationalization process.  
Oviatt and McDougall (1997) argued that for the early internationalization to occur, the 
precocity for internationalization (Zucchella, Palamara & Denicolai, 2007) evidenced as 
knowledge of foreign markets should be present within the firm at the pre-internationalization 
phase. Our model argues for the presence of a set of capabilities representing both market 
knowledge and other knowledge requisites for internationalization. This precocity can be 
brought into the new firm by its founders.  
 
Founders’ International Vision    
Firms with a vision to succeed in international markets tend to possess a distinctive outlook 
and accompanying competences (e.g., McDougall, Shane & Oviatt, 1994; Sullivan Mort & 
Weerawardena, 2006).  The vision of the key entrepreneurial decision-makers in the early 
internationalization literature is captured in the discussion on the geocentric (Burpitt & 
Rondinilli, 1998) or global mindset (Knight & Cavusgil, 1996; Knight & Cavusgil, 2004) of 
the founders that enables them to identify and exploit international market opportunities 
rapidly (Knight, 2001).  The global vision has its roots in the founders’ prior experiences, 
industry contacts and their often broad international education orients them to pursue 
opportunities in foreign markets (Harveston, Kedia & Davis, 2000; McDougal, Shane & 
Oviatt, 1994; Madsen & Servais, 1997).   
 We define an internationalization vision as ‘A strong managerial orientation linked to 
a proactive culture for developing business in international markets , to accrue resources and 
skills aimed at achieving goals in foreign markets and committing to this strategy’ (Knight, 
2000; Knight & Cavusgil, 2004; Sullivan Mort & Weerawardena, 2006). This vision likely 
gives rise to certain processes, practices and decision-making approaches associated with the 
pursuit of opportunities in new markets offshore (Knight & Kim, 2009; Sullivan Mort & 
Weerawardena, 2006). We argue that early internationalizing firms are founded by persons 
with an internationalization vision and they develop and nurture a set of dynamic capabilities 
that they activate to operationalize their internationalization aspirations. Three learning 
capabilities we conjecture to be instrumental to early internationalization are:  a market-
focused learning capability, internally-focused learning capability and a network learning 
capability.   We elaborate these capabilities next. 
 
Internally-focused Learning Capability  
An internally-focused learning capability is characterized by the acquisition and 
dissemination of information, both technological and non-technological, generated from 
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within the firm.  This internally-focused learning capability captures all the experimental 
learning of the firm (Weerawardena, 2003a, 2003b), including technological learning (Zahra, 
Ireland & Hitt, 2000; Knight, 2001) and non-technological learning (Weerawardena & Coote, 
2002) that engenders innovation and enables the firm to respond to evolving conditions in its 
external environment (Dosi, 1988; McEvily & Chakravarthy, 2002; Nelson & Winter, 1982). 
Based on the dynamic capability view we define an internally-focused learning capability as 
‘The firm’s capacity to build, integrate and reconfigure technical and non-technical 
knowledge generated through internal sources’ (Zhara, Ireland & Hitt, 2000; Knight & 
Liesch, 2002). Cohen and Levinthal (1990) confirm that a firm’s capacity to acquire new 
knowledge will depend on its internal knowledge repository and its internally-focused 
learning capabilities. 
 Internally-focused learning supports superior organizational performance in different 
ways.  For one, firms that emphasize technological learning are better at adapting to and 
growing in new markets (Autio, Sapienza & Almeida, 2000; Grant, 1996; Liesch & Knight, 
1999). Many firms generate knowledge in greater amounts for more efficient retrieval that 
they can apply to address external environmental challenges (Autio, Sapienza & Almeida, 
2000; Grant, 1996; McEvily & Chakravarthy, 2002).  Use of knowledge-based internally 
determined innovation strategies are associated with international growth of the firm (Autio 
et al., 2000), allow many early internationalizes to perform above their counterparts in 
international activities, often as early internationalization.  Hence, we conjecture that 
founders of early internationalizing firms with an international vision build and nurture 
dynamic capabilities for internal learning. 
Hypothesis 1:  Among early internationalizing firms, the founders’ vision is positively 
related to an internally-focused learning capability.  
 
Network Learning Capability  
Early internationalizing SMEs are vulnerable because they may possess relatively few 
financial and other organizational resources.  Many such firms depend on a single product 
that they commercialize in a lead market first, and often seek partners who complement their 
own resources (Johanson & Mattsson, 1988; Oviatt & McDougall, 1994; Selnes & Sallis, 
2003; Nerkar & Paruchuri, 2005).  Networks are vital to the discovery of opportunities, 
generating information, testing ideas, and garnering of resources for the formation of the 
organizational structures (Aldrich & Zimmer, 1986; Liesch et al., 2011) needed for 
internationalization.  Networks facilitate gaining knowledge relevant to internationalization 
(Yu et al., 2011) and reduce international uncertainty (Freeman et al., 2006). Networks 
provide access to potential customers and members of the international value chain 
(Weerawardena et al., 2007). Based on the dynamic capability view, we define a network 
learning capability as ‘The firm’s capacity to build, integrate and reconfigure associations 
with other firms and agencies that can assist in accessing international markets’ (Johanson & 
Mattsson, 1988; Oviatt & McDougall, 1994). Network learning capability captures the firm’s 
abilities, through the vision and precocious experiences of the founders, to access existing 
networks and to develop new ones for internationalization.  We are led to propose: 
Hypothesis 2: Among early internationalizing firms, the founders’ vision is positively 
related to a network learning capability. 
 
Though most firms, particularly large ones internally develop much of the knowledge used in 
innovation, small start-up firms do not possess all the inputs required for successful and 
continuous technology development. This compels them to seek external technological 
knowledge (Rosenkopf & Nerkar, 2001). However, the ability of the firm to exploit 
knowledge generated by others is a function of the firm’s access to this knowledge and this 
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capability generates idiosyncratic differences in knowledge access (Almeida, Dokko and 
Rosenkopf, 2003).  
Internal and external learning activities are complementary. The absorptive capacity 
literature suggests that the ability to integrate and make effective use of externally acquired 
knowledge is dependent in part on the amount and quality of internal knowledge 
acquiredSimilarly, the awareness of where complementary useful expertise resides within and 
outside the organization is prerequisite knowledge development (Cohen & Levinthal, 1990).  
On the other hand, new ideas that are externally developed do not provide sustainable 
competitive advantage as they can also be accessed by competitors. This suggests a link 
between a firm’s external learning and internal learning capabilities (Kessler, Bierly and 
Gopalakrishnan, 2000) We therefore suggest that a stronger network learning capability  may 
enable a firm to better learn from external sources, thus leading to higher internally -focused 
learning capability. 
Hypothesis 3: Among early internationalizing firms, the firm’s network learning 
capability is positively related to an internally-focused learning capability. 
   
Market -focused Learning Capability  
Market-focused learning capability is evidenced by the acquisition and application of market 
information for effective internationalization.  An ability to integrate market information into 
actionable knowledge that management can apply into international markets (Knight & 
Liesch, 2002) is a particular capability within the firm.  The development of experiential 
knowledge on the target market is a prerequisite for successful internationalization (Johanson 
& Vahlne, 1977).  Closeness to markets and customers is conducive to early 
internationalization, and this familiarity engenders targeting niche markets (Madsen & 
Servais, 1997).  We define a market-focused learning capability as ‘the firm’s capacity to 
build, integrate and reconfigure technical and non-technical knowledge acquired from the 
market for application to internationalization’. Given a fundamental activity of 
entrepreneurship is not only to create products ahead of competitors, but also to create them 
ahead of the recognition of an explicit need by customers, market-focused learning is an 
important characteristic of entrepreneurial firms (Weerawardena, 2003a).  We hypothesize 
Hypothesis 4: Among early internationalizing firms, the founders’ vision is positively 
related to a market - focused learning capability. 
 
Marketing Capability  
Marketing capability (Day, 1994) is the result of an integrative process designed to apply the 
collective knowledge, skills and resources of the firm to the market-related needs of the 
enterprise. We define marketing capability as ‘the firm’s capacity to build, integrate and 
reconfigure strategic marketing tools and acumen for effective identification and accessing of 
international markets’.  The prior experiences of the firm’s founder, a key component of the 
firm’s profile, provides the ability to position products in niche markets (Madsen & Servais, 
1997), to conform the product to the needs of niche market, to communicate the legitimacy of 
the firm and its products, to find appropriate distribution options and to price appropriately for 
the value of the product in its market.  The degree of customization of products and the 
proximity of these firms to customers aligns with superior marketing capabilities (Knight, 
2001; Cavusgil & Zou, 1994).  We conjecture that the early internationalizing firm builds and 
nurtures distinctive marketing capabilities, built on the vision and experiences of the founder, 
that enables it to effectively access and penetrate international markets early with their 
leading-edge innovative products.  Hypothesis 5 is framed: 
Hypothesis 5: Among early internationalizing firms, the  founders’ vision is positively 
related to a marketing capability. 
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Organizational learning influences organizational behavior by action-oriented use 
which is the direct application of knowledge to solve a problem, and knowledge enhancing 
use which influences managerial perspectives on problems (Menon & Vardarajan 1992). We 
argue that market-focused learning enhances the marketing capability of the organization.  
Approaches to target marketing (Kotler et al., 1994) suggest that understanding market 
characteristics is a prerequisite for effective use of marketing mix strategies to reach the 
desired market segment.    Therefore, it is hypothesized that 
Hypothesis 6: Among early internationalizing firms, the firm’s market-focused 
learning capability is positively related to a marketing capability. 
 
Innovation  
The focus here is on knowledge intensive products and services that the dynamic capabilities 
we identify are applied to, providing the opportunity for the nascent firm’s early 
internationalization – innovative products and services are needed to take to markets, and to 
win access to markets.   However, we broaden the outcome of the application of these 
dynamic capabilities for this construct to be more appropriately labeled as innovation.  The 
dynamic capabilities we identify and measure operate to not only produce new products and 
services for market exploitation, but also, and importantly, these dynamic capabilities are 
instrumental in organizational innovations that are crucial in aligning market opportunities 
with the actual business of bringing these products to the market, and doing so early in the 
firm’s establishment.  
Knowledge intensive products are those embedded with high knowledge content 
through cutting-edge product design, technological know-how, personal creativity and 
innovation, and an in-depth understanding of markets (van de Ven, 2004; Dewar & Dutton, 
1986; Ettlie, 1983).  It is often necessary for firms to be at the leading edge of the 
developments of their product market and capability niche (Madsen & Servais, 1997; Zahra, 
Ireland & Hitt, 2000; Bell & McNaughton, 2000; McKinsey, 1993).  The network learning 
capability allows the firm to develop the required set of complementary knowledge bases 
from partners outside of the firm, such as universities, other firms, industry associations and a 
wider community of experts, who augment and complement the firm’s knowledge repository. 
Thus, rather than exclusively generating knowledge internally, the firm may acquire 
knowledge by externally accessing it, allowing the new firm to acquire assets that can be 
directed to the development of knowledge intensive products (Smith, Collins and Clark, 
2005).    
          There is increasing evidence of the role of knowledge intensity in competitiveness and 
innovation in services (Tether & Hipp, 2002) and that the early internationalization 
phenomenon can occur in high-tech and low-tech services sectors as well as product sectors 
(Servais & Rasmussen, 2000; Moen, 2002; Rialp, Rialp & Knight, 2002).  We emphasize, 
consistent with organizational learning approaches to innovation that key capabilities must be 
developed in association with one another for an early internationalizing firm to be at the 
leading edge of the developments in their product market or capability niche in nurturing 
knowledge intensive products.  Likewise, process innovations, managerial innovations and 
marketing innovations can be similarly created that provide the new firm with a leading edge 
in its internationalization.  
We are led to propose:    
Hypothesis 7: Among early internationalizing firms, an internally-focused learning 
capability is positively related to the development of innovative products and services 
and other forms of innovation such as process innovations, managerial innovations 
and marketing innovations. 
Hypothesis 8: Among early internationalizing firms, a network learning capability is 
positively related to the development of innovative products and services and other 
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forms of innovation such as process innovations, managerial innovations and 
marketing innovations. 
Hypothesis 9: Among early internationalizing firms, a marketing capability is 
positively related to the development of innovative products and services and other 
forms of innovation such as process innovations, managerial innovations and 
marketing innovations. 
 
Outcome Construct: Early Internationalization   
Superior performance hinges on the ability of management to align strategy with 
environmental factors outside of managerial control.  As shifts in the business environment 
render internationalization a viable option for new firms, many will expand abroad in pursuit 
of improved performance.  Performance comprises expectations about the achievement of 
firm objectives in addition to more conventional economic goals (e.g.,  Cavusgil & Zou, 
1994).  We select our outcome variable to be early internationalization and we adopt its 
measurement to be a three-fold composite following Pla-Barber and Escribá-Esteve (2006) 
who include the speed to first international activity (e.g. exporting), the extent of exports as a 
percentage of total revenue, and the scope of the firm’s internationalization measured as the 
number of countries entered with exports.  Our final hypotheses become: 
Hypothesis 10:  Innovation, as evidenced by the development of innovative products 
and services and other forms of innovation such as process innovations, managerial 
innovations and marketing innovations, is positively related to the firm’s early 
internationalization.  
Hypothesis 11: Marketing capability is positively related to the firm’s early 
internationalization. 
 
METHOD 
We applied a two-stage research design.  First, in-depth interviews were conducted with the 
senior managers and CEOs of 14 early internationalizing firms in Australia and 12 such firms 
in the United States. This stage helped frame our survey instrument.  Second, a survey-based 
study was instituted with both an Australian sample of early internationalizing firms and one 
from the United States.  A conceptual model that was built from the extant literature was 
refined using these insights, and this conceptual model formed the basis for the hypotheses 
framed for this study.  
The qualitative phase was followed by a large scale survey of 11,000 Australian 
exporters. The Australian survey yielded 1046 completed responses representing a response 
rate of 9.5%.   Early internationalizing firms were identified post-hoc using the established 
aforementioned criteria which resulted in 201 useable responses. The average age of the firm 
was 16 years, employing over 100 employees with total annual sales of approximately 
AUD71 million. 58% of the firms earned half or more of their revenues from export of goods 
(physical products) while 20% of the firms earned half or greater of their revenues through 
the export of services with only 9% of the firms earning half or more of their revenues 
through arrangements such as licensing, joint ventures or franchising.  
  The same approach was used to obtain the United States sample. A similar criteria to 
the Australian sample was employed to identify early internationalizing US firms. This 
resulted in a comparative sample of 234 US firms. The average age of the firm in the US 
sample was 16 years, employing approximately 190 employees with total annual sales of 
approximately AUD40 million. 44% of the firms earned a quarter or more of their revenues 
from export of goods (physical products) while 33% of the firms earned a quarter or more of 
their revenues through the export of services with only 10% of the firms earning a quarter or 
more of their revenues through arrangements such as licensing, joint ventures or franchising. 
In both samples, non-response bias was assessed by comparing respondents who answered 
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early with respondents who answered late (Armstrong & Overton, 1977). Mann-Whitney U-
tests conducted between these two groups using demographic and non-demographic variables 
revealed no significant differences, thus confirming that non-response bias was not an issue in 
the sample.  
 
Measures  
Existing as well as new measures for the constructs of interest were used in this study. These 
scales were modified appropriately to suit the context of the study and combined insights 
from the case interviews and from the literature.  Respondents assessed all constructs on a 5-
point Likert- scale (anchored by the endpoints ‘strongly disagree’ to ‘strongly agree’).  
  The scale for founders’ vision was adapted from Knight and Kim (2009) using items 
from their international orientation scale. The final measure comprised 6 items.   
  The four dynamic capability constructs were operationalized with items representing 
each of the dynamic capability processes: build, integrate and reconfigure.   
  The innovation construct was operationalized as comprising three sub-dimensions, 
viz., product or service innovations, process innovations and market establishment 
innovations (2 items representing each sub-dimension).  This is consistent with prior studies 
(Weerawardena, 2003a,b; Damnpour,  Szabat & Evan, 1989) that have adopted this approach.  
Respondents were asked to answer this section based on their assessment of any new idea that 
their firm had adopted that resulted in a value addition to the firm.  The first item assessed the 
extent of the innovation (anchored by the endpoints ‘few’ to ‘many’) and the second item 
assessed the degree of the innovation (anchored by the ‘incremental’ to ‘radical’ at the 
endpoints). 
  The early internationalization construct comprises the dimensions of scope, speed and 
extent (Pla-Barber & Escriba-Esteve, 2005), and was operationalized using 7 items. 
 
RESULTS 
Broadly, we analyzed the data using partial least squares in structural equations modeling 
(PLS-SEM) (e.g., Hair et al., 2011). PLS-SEM simultaneously estimates measurement models 
and the structural model. We followed the two-step modeling approach of Anderson & 
Gerbing (1992).  
Exploratory factor analysis with oblimin rotation was undertaken for all the measures. 
Summary statistics are shown in Table 1 and 2 for the Australian and US samples, 
respectively. As shown, the analyses support the unidimensionality for the latent constructs in 
the model. The Average Variance Extracted (AVE) for all measures was 50% or more, 
demonstrating internal stability and satisfactory convergent validity (Fornell & Larcker, 
1981). The factor loadings for all constructs were acceptable (> 0.6) as well as the Cronbach’s 
alpha and composite reliability estimates (greater than 0.7) also indicate high levels of 
construct reliability. The discriminant validity for the constructs in the models was assessed 
by comparing the variance extracted estimate for any two constructs with the square of the 
correlation estimate between these two constructs (see Table 1 & 2).  As shown, the squared 
correlation estimates were lower than the variance extracted estimates for each construct, 
thereby establishing discriminant validity (Fornell & Larcker, 1981). Common method bias 
also was assessed using a post-hoc test, the Harman’s single-factor test (Harman, 1967), 
which showed that a single factor did not emerge, thus precluding any systematic variance 
common to the measures used in the study.  
 
Insert Table 1 and Table 2 about here 
 
  In assessing the hypotheses, the path coefficients between the latent constructs and the 
results of the structural model are shown in Figure 1 (Australian sample) and Figure 2 (US 
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sample). The path coefficients for the constructs are expressed in the standardized form with 
the associated t-values in the parentheses.   
Insert Figure 1 and Figure 2 about here 
 
  For both samples, as hypothesized (Table 2), there are significant positive 
relationships between Founders’ vision and the dynamic capabilities, viz.,  Internally-focused 
learning capability [H1: βAus = 0.37; t = 5.26 (p<.001); βUS = 0.12; t = 1.80 (p<.05)]; Network 
learning capability [H2: βAus = 0.31; t = 4.69 (p<.001); βUS = 0.28; t = 3.01 (p<.01)]; Market-
focused learning capability [H4: βAus = 0.54; t =10.10 (p<.001); βUS = 0.58; t = 8.56 (p<.001)]; 
and Marketing capability [H5: βAus = 0.32; t = 5.57 (p<.001); βUS = 0.45; t = 4.17 (p<.001)]. 
With the exception of Network learning capability  in the Australian sample [H8: βAus = 0.09; 
t = 1.08 (p>.05)], the dynamic capabilities hypothesized to have a significant positive 
relationship with innovation did so in both samples, i.e., Internally-focused learning 
capability → Innovation [H7: βAus = 0.45; t = 6.99 (p<.001); βUS = - 0.16; t = 1.68 (p<.05)]; 
Network learning capability → Innovation [H8: βUS = 0.38; t = 4.36 (p<.001)]; and Marketing 
capability → Innovation [H9: βAus = 0.21; t = 3.07 (p<.05); βUS = 0.43; t = 5.26 (p<.001)]. 
Also, as hypothesized, there were significant interrelationships between the dynamic 
capability constructs in both samples, i.e., Network learning capability → Internally-focused 
learning capability [H3: βAus = 0.31; t = 5.93 (p<.001); βUS = 0.67; t = 10.85 (p<.001)] and 
Market-focused learning capability → Marketing capability [H6: βAus = 0.49; t = 9.72 
(p<.001); βUS = 0.35; t = 3.26 (p<.001)]. Finally, Marketing capability and Innovation, 
respectively had a significant positive relationship with Early internationalization, that is, 
[H10: βAus = 0.40; t = 4.67 (p<.001); βUS = 0.36; t =4.27 (p<.001)] and [H11: βAus = 0.20; t = 
2.58 (p<.05); βUS = 0.36; t = 4.24 (p<.001)] respectively.  The model explained 28% of the 
variance in outcome construct in the Australian sample and 39% of the variance in the US 
sample.  In summary, these results largely support the overall model of dynamic capabilities 
formation in which the founders of early internationalizing firms apply their vision to 
strategically cultivate dynamic capabilities across various domains to pursue innovation in 
products and processes that provides the means for early internationalization. 
 
Insert Table 2 about here 
 
 
DISCUSSION 
We investigated capabilities in nascent firms that internationalize early in their lifecycle, and 
how these capabilities are configured to facilitate the firm’s early international entry. Our 
outcome variable captured the earliness of market entry abroad after the firm’s founding. The 
presence of early internationalization enabling capabilities is central to our conceptualization. 
From previous experiences, the founders’ precocity for internationalization is realized in the 
creation of capabilities for creating and accessing networks, for understanding markets, and 
for generating a learning process within the firm to internalize information for translation into 
actionable internationalization knowledge (Knight & Liesch, 2002).   
  Alongside these internally-focused learning, market-focused learning and network 
learning capabilities, the founders’ vision is put towards creating a marketing capability that is 
applied to interpreting market needs and to realizing on these interpretations through the 
creation of products and services to take to markets overseas, and for achieving on the 
fundamental marketing functions to meet market needs.  We conjecture that these products 
and services, imbued with knowledge proprietary to the nascent firm which ensues from 
application of the sets of market-focused and internally-focused learning, alongside a network 
learning capability brought from previous experiences, position the firm for early 
internationalization, and marketing acumen ensuing from the marketing capability created 
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within the firm through the founder’s vision is put to servicing these new markets. These 
capabilities are dynamic, measured here by the ‘build’, ‘integrate’ and ‘reconfigure’ 
transitions postulated by Teece et al. (1997), resulting in rent-rewarding products and services 
for niche markets, and new configurations of operational routines (Cepeda & Vera 2007) that 
enable the firm to pursue its early internationalization strategy.   
From a survey of Australian and United States firms that internationalized early after 
inception, we used PLS to estimate our model.  Our structural model for the United States 
sample (Figure 2) confirmed all hypotheses. The structural model for the Australian sample 
(Figure 1) confirmed all but one of the hypotheses posed (Table 2).  We did not find support 
for the hypothesized effect of network learning capability on innovation (H8), but that this 
learning capability is likely to take effect through the internally-focused learning capability.  
It is likely that this unconfirmed hypothesis is informing us that network learning capability is 
deployed to augment the nascent firm’s internal learning processes as these firms are short on 
resources and do not have access to the full suite of internal business functions for operational 
effectiveness but that these firms leverage on partner firms.  In addition, a market-focused 
learning capability impacts marketing capability which is deployed to capture market 
intelligence for application in creating niche products and services and for effecting the 
traditional marketing functions.  As such, both a network learning capability and the market-
focused learning capability find application at a higher order in augmenting an internally-
focused learning capability and a marketing capability respectively which are applied in 
creating innovative products and services for overseas markets. These two capabilities are 
endogenous to realizing on the nascent firm’s precocity for early internationalization. 
While we hypothesized our conceptualized capabilities to influence directly the 
creation of innovations, generally realized as knowledge-intensive products and services that 
might provide the new firm with a competitive advantage in markets overseas, a more 
nuanced understanding of these capabilities is that a market-focused learning capability 
augments the firm’s marketing capability which directly impacts the creation of products and 
services that meet market needs and also our outcome construct, early internationalization.  It 
is significant that the only capability we find empirically supported in our set as having a 
direct effect on our outcome construct, early internationalization, is marketing capability.  
Marketing capability as measured in this study relates to use of promotional activities in 
building an international market share rapidly, emphasizing product quality and customer 
service to build a strong international customer base.  These items represent our ‘build’ 
component of the measurement of this dynamic capability (Teece et al., 1997).   
              The ‘integrate’ component of marketing capability is captured by items such as using 
marketing resources and skills to differentiate the product on attributes other than price, and 
to combine marketing resources and skills more effectively to meet customer needs.  
Capturing the ‘reconfiguration’ component of marketing capability are items such as 
deploying marketing resources to high-value adding projects and transforming the firm’s 
marketing resources and skills for application to new projects and activities.  As such this 
capability is dynamic in that it is not being applied solely for operational effectiveness but 
rather there is a transformation process to meet changing needs as the firm adjusts to changing 
market and competitive contexts, and as it seeks to explore for opportunities yet unrealized.  
Likewise, while networks have a long-standing acceptance in the literature as being 
important to firm performance, the mere existence of network membership does not ensure an 
outcome such as early internationalization.  This outcome, we find, is effected through a 
network learning capability impacting internally-focused learning, most likely in the first 
instance, to augment business operational functions that the resources-constrained nascent 
firm is subjected to - it’s who you know as a firm and what they can do for you, rather than 
just who you know.  In addition, and importantly, this dynamic capability provides the newly 
internationalizing firm with the wherewithal to learn from unproductive network associations 
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and to learn how better to align with possible network partners for improved effectiveness.  
Network learning capability has been captured in this study under the Teece et al. (1997) 
‘build’ component by items such as undertaking extensive networking with external research 
organizations to acquire technical and non-technical knowledge, and acquiring technical and 
non-technical knowledge through attendance at industry gatherings and international 
conferences.  Clearly, the ‘build’ component of this dynamic capability relates to the 
acquisition of knowledge through association with other organizations and activities, whereas 
under the ‘integrate’ rubric are activities such as combining new knowledge gained through 
networks with existing technical and non-technical knowledge, and using such new 
knowledge to resolve customer-focused problems.  The ‘reconfiguration’ component is 
represented by the transfer of knowledge gained through networks to new projects and 
activities, and the redeployment of resources from unproductive network projects to 
productive ones.  That is, this dynamic capability not only relates to use of knowledge 
acquired through network association, but also to the assimilation of such acquired knowledge 
with existing knowledge and also to reconfiguring knowledge and other resources to meet 
new needs and realize upon emerging opportunities, including better network membership 
association. 
While the focus thus far in this discussion has been on the knowledge intensive 
products and services as the intervening construct that our capabilities operate on to provide 
an opportunity for the nascent firm’s early internationalization, as measured in this study this 
construct is more broadly dimensionalized and is more appropriately labeled as innovation.  
As measured here, it includes product and process innovations, managerial innovation and 
marketing innovation.  Hence, the dynamic capabilities we identify and measure operate to 
not only produce new products and services for market exploitation, but also, and importantly, 
these dynamic capabilities are instrumental in organizational innovations that are crucial in 
aligning market opportunities with the actual business of bringing these products to the 
market, and doing so early in the firm’s establishment. Our results have shown that both the 
internally-focused learning capability and the marketing capability are similarly important in 
achieving product and process innovation, and management and marketing innovations, for 
early internationalization, but as mentioned previously, marketing capability also is important 
in directly influencing the early internationalization outcome.  Intuitively, an internally-
focused learning capability has an endogenous dynamic effect in this conceptualization.   
  As measured in this study, under the ‘build’ rubric are activities such as undertaking 
extensive research and experimental activity and the identification of the significance of 
intellectual property issues in building a technological advantage, while using new knowledge 
from these activities to resolve technological problems and to improve the enterprise are 
illustrative of the ‘integrate’ dimension, and recombining this knowledge in new ways to 
develop innovative products and services and redeploying idle or decaying knowledge assets 
such a persons and equipment to strategically important ones are clearly reconfigurative. 
Finally, the antecedents to our conceptualization relate to the founders.  Our central 
thesis is the importation of a precocity for internationalization brought into the nascent firm 
through its founders and their creation of a suite of capabilities essential to orchestrate the 
internationalization process for early entry into markets overseas.  We capture the vision of 
the firm’s founders through a suite of items that include an organizational culture conducive 
of active exploration of new business opportunities and a mission to succeed in international 
markets well-communicated and embraced by all employees, an establishment of human and 
other resources aligned to international markets, and top management commitment to 
internationalization across an array of dimensions.  These have been significant in 
establishing the antecedents to all of the capabilities we have identified and measured, with 
stronger alignment with our internally-focused learning capability and market-focused 
learning capability.  We earlier identified the importance of innovation across several 
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dimensions as the intervening construct through which this suite of capabilities is harnessed to 
achieve early internationalization.  Our conceptualization and empirical findings offer some 
support for the 1980s ‘internationalization as managerial innovation’ view, introduced by 
Bilkey and Tesar (1977), Reid (1981, 1983), Cavusgil (1980), Czinkota ( 1982) and others. 
 
CONCLUSION 
Using samples of firms from Australia and the United States, we confirm that the young firm 
that internationalizes early in its lifecycle is favored by a possible learning advantage of 
newness that enables its founders to assemble sets of resources and the wherewithal to employ 
these resources for operational effectiveness unconstrained by administrative heritage;  the 
Sirmon et al. (2007) management of resource portfolio structuring, resources bundling for 
capability creation and their application in opportunity exploitation.  The application in 
opportunity exploitation in our context is early internationalization.  Our empirical results 
confirm that the founders of the nascent firm in our samples bring a precocity for 
internationalization that is evidenced by their assembling a resource base essential to form the 
enterprise, applying their vision to construe sets of capabilities that are directed to creating 
products and services and other innovations for delivery into overseas markets soon after 
inception of the enterprise for market exploitation overseas.  This vision motivates the 
founders to create a suite of dynamic capabilities within the nascent firm along several 
orientations that enable this early internationalization.   
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Table 2: Hypotheses Tested 
 Australia United States 
H1: The founders’ vision →  internally-focused 
learning capability 
Supported Supported 
H2: The founders’ vision → network learning 
capability 
Supported Supported 
H3:  Network learning capability →  internally-
focused learning capability 
Supported Supported 
H4: The founders’ vision → market-focused 
learning capability 
Supported Supported 
H5: The founders’ vision → marketing 
capability  
Supported Supported 
H6: Market-focused learning capability → 
marketing capability 
Supported Supported 
H7: Internally-focused learning capability → 
innovation 
Supported Supported 
H8: Network learning capability → innovation Not significant Supported 
H9:  Marketing capability → innovation Supported Supported 
H10: Marketing capability → Early 
internationalization  
Supported Supported 
H11: Innovation → Early internationalization Supported Supported 
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Table 1: Summary statistics (Australian sample) 
Construct  Items in scale Mean S.D. AVE 
Cronbach’s 
alpha/CR (a) (b) (c) (d) (e) (f) (g) 
Parameter 
estimates 
The founders’ vision (a) 6 4.20 0.64 0.54 0.83/0.87 0.54       0.68-0.79 
Internally-focused learning 
capability (b) 7 3.59 0.90 0.61 0.89/0.92 0.21 0.61   
   0.65-0.87 
Market-focused learning 
capability (c) 7 3.86 0.72 0.59 0.88/0.91 0.29 0.34 0.54  
   0.63-0.85 
Network learning capability (d) 6 3.18 0.87 0.58 0.85/0.89 0.09 0.18 0.25 0.58    0.67-0.81 
Marketing capability  (e) 5 3.76 0.75 0.55 0.79/0.86 0.34 0.24 0.44 0.26 0.55   0.64-0.86 
Innovation  (f) 6 3.27 0.88 0.54 0.83/0.87 0.14 0.35 0.26 0.15 0.23 0.54  0.72-0.75 
Early internationalization (g) 7 4.04 0.69 0.54 0.86/0.89 0.17 0.12 0.19 0.11 0.25 0.15 0.54 0.63-0.83 
N=201. Values in the shaded diagonal represent the average variance extracted (AVE) for each construct. The squares of the correlation estimates 
are presented in the lower triangle of the matrix. The squared correlation estimate should be lower than the AVE for discriminant validity to be 
established between two constructs; S.D. – Standard deviation; CR – Composite reliability. 
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Table 2: Summary statistics (US sample) 
 
 
Construct  Items in scale Mean S.D. AVE 
Cronbach’s 
alpha/CR (a) (b) (c) (d) (e) (f) (g) 
Parameter 
estimates 
The founders’ vision (a) 6 3.85 0.43 0.53 0.82/0.87 0.53       0.63–0.83 
Internally-focused learning 
capability (b) 7 3.62 0.48 0.51 0.84/0.88 0.10 0.51   
   0.61-0.79 
Market-focused learning 
capability (c) 7 3.69 0.43 0.55 0.87/0.90 0.34 0.36 0.55  
   0.70-0.78 
Network learning capability (d) 6 3.59 0.49 0.60 0.86/0.90 0.08 0.49 0.41 0.60    0.66-0.84 
Marketing capability  (e) 5 3.87 0.40 0.49 0.74/0.82 0.43 0.12 0.38 0.11 0.49   0.68-0.74 
Innovation  (f) 6 3.35 0.52 0.52 0.82/0.87 0.25 0.07 0.30 0.17 0.25 0.52  0.67-0.80 
Early internationalization (g) 7 4.09 0.50 0.59 0.88/0.91 0.33 0.01 0.26 0.02 0.29 0.29 0.59 0.68-0.86 
N=234. Values in the shaded diagonal represent the average variance extracted (AVE) for each construct. The squares of the correlation estimates 
are presented in the lower triangle of the matrix. The squared correlation estimate should be lower than the AVE for discriminant validity to be 
established between two constructs; S.D. – Standard deviation; CR – Composite reliability. 
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Figure 1: Structural model: Australia  
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Figure 2: Structural model: United States 
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